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OFFICE  OF  MANAGEMENT  AND 
BUDGET 

[Circular  No.  A-73;  Revised  Transmittal 
Memorandum  No.  1] 

Audit  of  Federal  Operations  and  ' 
Programs 

November  27, 1979. 

This  Transmittal  Memorandum 
revises  OMB  Circular  A-73.  “Audit  of 
Federal  Operations  and  Programs,"  by 
replacing  paragraph  7.h.  with  a  new 
paragraph  8  (attached). 

The  revision  requires  semiannual 
reports  to  the  head  of  an  agency, 
procedures  for  resolving  major 
disagreements  between  audit  and 
program  offices,  a  maximum  of  six 
months  to  determine  agency  action  on 
audit  recommendations,  and  a 
requirement  for  periodic  evaluations  of 
an  agency's  system. 

James  T.  McIntyre,  Jr., 

Director. 

Circular  A-73,  “Audit  of  Federal 
Operations  and  Programs” 

Circular  A-73  is  revised  by  replacing 
paragraph  7.h.  with  a  new  paragraph  8. 
Other  paragraphs  are  renumbered 
accordingly. 

“8.  Followup,  a.  Each  agency  will 
establish  policies  for  prompt  and  proper 
resolution  of  audit  recommendations. 
Timely  action  on  recommendations  by 
responsible  management  officials  is  an 
integral  part  of  an  aigency  audit  system, 
and  is  the  key  to  its  effectiveness. 

b.  Agency  followup  systems  must 
provide  for  a  complete  record  of  action 
taken  on  audit  findings  and  associated 
disallowed,  suspended,  or  questioned 
costs.  Such  systems  must  provide  for  the 
following: 

(1)  Designate  o^icials  responsible  for 
audit  followup. 

(2)  Maintain  accurate  records  of  all 
audit  reports  or  significant  findings  until 
final  resolution.  Records  will  be 
maintained  to  insure  appropriate 
accounting  and  collection  controls  over 
amounts  determined  to  be  due  the 
Government. 

(3)  Make  written  determinations 
promptly  on  all  audit  findings,  and 
initiate  action  to  assure  that  these 
determinations  are  carried  out.  Such 
determinations  shall  be  made  within  a 
maximum  of  six  months  after  issuance 
of  the  report.  Final  resolution  should 
proceed  as  rapidly  as  possible. 

(4)  Assure  that  resolution  actions  are 
consistent  with  law  and  regulation, 
including  written  justification  and  the 
legal  basis  for  decisions  not  to  seek 


recovery  of  amounts  due  as  a  result  of 
audit  reports. 

(5)  Forward  to  the  head  of  the  agency 
or  to  a  designee  for  resolution,  all  major 
disagreements  between  the  audit  office 
and  officials  responsible  for  acting  on 
recommendations,  and  all  reports  or 
recommendations  on  which  responsible 
officials  have  failed  to,  provide  a  written 
determination  within  six  months. 

(6)  Provide  semiannual  reports  to  the 
agency  head  on  the  status  of  all  audit 
reports  over  six  months  old,  the  number 
of  reports  or  findings  resolved  during  the 
period,  collections,  or  onsets  made,  and 
demands  for  payment  made. 

(7)  Provide  for  an  evaluation  of 
whether  the  audit  followup  system  is  , 
adequate  and  results  in  timely  and 
proper  resolution  of  audit  finffings  and 
recommendations.  The  Hrst  evaluation 
will  be  made  within  one  year  of 
implementation  of  the  system,  and 
evaluations  will  be  made  every  two 
years  thereafter. 

c.  When  audit  recommendations 
requiring  corrective  action  involve  more 
tha,n  one  program,  agency,  or  level  of 
government,  the  agency  making  the 
audit  must  coordinate  its  corrective 
action  with  that  of  other  affected 
organizations." 

Circular  A-73,  “Audit  of  Federal 
Operations  and  Programs” 

AGENCY:  Office  of  Management  and 
Budget. 

action:  Final  Policy. 

summary:  This  notice  advises  that  OMB 
Circular  A-73  has  been  revised  by 
replacing  paragraph  7.h.  with  a  new 
paragraj^  8.  Previously,  Circular  A-73 
provided  that  agencies  were  to  have 
adequate  followup  systems  for  resolving 
audit  recommendations  and  findings. 
Based  upon  our  assessment  of  agency’s 
followup  systems,  including 
recommendations  in  a  GAO  report  on 
this  matter,  and  subsequent 
Congressional  hearings,  we  are 
specifying  in  the  Circular  the  key 
elements  each  agency’s  system  must 
contain. 

The  revision  requires  semiannual 
reports  to  the  head  of  an  agency, 
procedures  for  resolving  major 
disagreements  between  audit  and 
program  offices,  a  maximum  of  six 
months  to  determine  agency  action  on 
audit  recommendations,  and  a 
requirement  for  periodic  evaluations  of 
an  agency’s  system. 

EFFECTIVE  DATE:  This  revision  becomes 
effective  upon  issuance. 

FOR  FURTHER  INFORMATION  CONTACT. 
John  ).  Lordan,  Chief,  Financial 
Management  Branch,  Office  of 


Management  and  Budget  Washington, 
D.C  20503  (202)  395-6823. 
SUPPLEMENTARY  INFORMATION:  On  July 
10, 1979,  a  'notice  was  published  in  the 
Foderal  Register  (44  FR  40461)  to  amend 
Circular  A-73.  Interested  persons  were 
invited  to  submit  written  comments  by 
August  10, 1979.  About  15  comments 
were  received  from  Federal  and  State 
agencies.  The  comments  were 
considered  in  developing  these  final 
regulations.  Although  all  commenters 
agreed  with  our  objective  of 
stregthening  agency  followup  systems, 
some  raised  questions  or  made 
suggestions  for  clarifying  changes.  The 
mcve  si^ificant  comments  received, 
and  OMB’s  responses  to  them  are 
discussed  below. 

Changes  in  Final  Regulation: 

Set  forth  below  are  changes  that  have 
been  adopted  in  the  final  regulations. 
The  paragraphs  are  keyed  to  the 
proposed  regulations  published  on  July 
la  1979. 

1.  Subparagraph  (2)  has  been 
amended  to  clarify  that  records  must  be 
kept  on  audit  recommendations  until 
they  are  resolved. 

2.  Subparagraph  (3)  was  revised  to 
make  it  clear  that  resolution  of  audit 
Rndings  should  be  accomplished  as 
quickly  as  possible. 

3.  Subparagraph  (4).  A  clause  was 
added  to  make  it  clear  that  the  legal 
basis  for  decisions  not  to  seek  recovery 
of  amounts  determined  to  be  due  the 
Government  must  be  included  in  the 
written  justification  for  such  decision. 

Suggested  Changes  Not  Considered 
Necessary: 

Comment:  One  commenter  pointed  out 
that  reports  on  proposal  evaluations 
may  contain  opinions  on  contractor 
estimates  of  future  costs  which  are  not 
true  “questioned  costs."  As  such,  they 
need  not  be  included  in  the  same  systdm 
of  records  that  accounts  for  questioned 
incurred  costs. 

Response:  We  agree  the  inclusion  of 
these  costs  would  be  misleading. 
However,  these  reports  are  subject  to 
most  of  the  other  elements  of  the  audit 
followup  system.  Specifically,  they  must 
be  recorded  as  open  reports  until  a 
written  determination  is  made,  and  they 
are  subject  to  top  management  review 
as  provided  in  paragraph  8.b(5). 

Comment:  Several  commenters  felt 
ccmtract  audits  should  be  excluded  from 
some  of  the  audit  followup 
requirements. 

Response:  Our  review  of  agency’s 
followup  systems  indicated  no  need  for 
such  an  exemption,  except  as  noted 
above. 
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Comment:  One  commenter  suggested 
that  we  qualify  the  wording  in 
subparagraph  (5)  to  provide  that  when  a 
“designee”  is  assigned  to  resolve  a 
disagreement  arising  between  the  audit 
organization  and  a  program  office  that 
the  designee  be  independent  of  the 
program  office. ' 

Response:  We  believe  this  is , 
anderstood. 

John  f.  Lordan, 

Chief,  Financial  Management  Branch, 

[FR  Doc.  79-37016  Filed  11-30-70;  8:45  am] 
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